MFP COMMITTEE #4
November 26, 2007

MEMORANDUM
” November 21, 2007
TO: | Management and Fiscal Poiicy Committee
'FROM: Stephen B. Farber, Council Staff Directo%

SUBJECT:  Update — GASB Statement on Other Post-Employment Benefits (OPEB)

This update deals with the response of County agencies to Governmental Accounting
Standards Board (GASB) Statement 45, Accounting and Financial Reporting by Employers for
Post-employment Benefits Other than Pensions (OPEB). The benefits involved are chiefly retiree
health and life insurance benefits.

Starting in February 2003, when GASB issued exposure drafts, the Committee and the
agencies were among the first state and local officials to address this issue. Since then the
Committee has received regular updates from the agencies’ finance, budget, benefits, and legal
staffs. The Committee’s most recent update was on June 25. '

Members of the Multi-Agency OPEB Work Group, who have collaborated very
effectively with each other and with the Committee over the past four years, will be present for
this update. We will hear from Finance Department Chief Operating Officer Karen Hawkins,
MCPS Chief Financial Officer Sue DeGraba, M-NCPPC Secretary-Treasurer Patricia Colihan
Barney, Montgomery College Director of Financial Operations Ken Mullinix, and WSSC Chief
Financial Officer Tom Traber and/or their colleagues. We will also hear from the Committee’s

-actuarial consultant on this issue, Thomas Lowman of Bolton Partners, Inc.

Background

Starting in FYO08, jurisdictions with more than $100 million in annual revenue must '
disclose their liability for OPEB. Most governments now fund these benefits on a pay-as-you-go
basis to cover the annual expense for current retirees. The accrual standard in GASB 45 requires
disclosure as well of the expense for employees who.may one day be entitled to a benefit.



GASB 45 does not require funding the accrued expense, but credit rating agencies expect
that AAA jurisdictions like the County will do so. Based on the four tax-supported agencies’
2006 actuarial valuations, full pre-funding of the annual required contribution (ARC) would cost
$240.0 million in FY08. Of this amount, the additional cost, apart from the annual pay-as-you-
go expense, would be $159.5 million in FY08.

On March 19 the Committee recommended a five-year phase-in of this additional
amount, starting with $31.9 million in FYO08. This cost was projected to rise by a larger
increment in each of the next four years until it reaches an estimated $187.7 million in FY12.
Updated actuarial valuations or changes in plan design will raise or lower this amount. On April
10 the Council approved the Committee’s recommendation in Resolution No. 16-87, which is on
©A-B. For a summary of FYO8 OPEB costs by agency, see ©C.

Multi-Agency OPEB Work Group Report (November 12, 2007)

We asked the Work Group to focus its current report once again on five areas: the status
of the agencies’ OPEB trusts, communication plans, and review of options for limiting liability;
the projected schedule for future actuarial valuations; and lessons to date from the experience of
other jurisdictions. ‘ A

The Work Group’s comprehensive report on ©1-9, along with Attachments A-G on ©10-
43, reflects the agencies’ continued progress on these issues. Agency representatives, together
with Mr. Lowman, will discuss these issues point by point. His comments are on ©44-46. Key
items in the Work Group report and Mr. Lowman’s comments include the following:

e MCPS, M-NCPPC, and WSSC have established OPEB trusts. The Executive has
transmitted legislation to create a trust for County Government. The College plans to seek
Board approval of a trust document in January.

Work Group members have discussed the issue of reversionary language - i.e., language
in the trust documents that “would address, in the [unlikely] event of plan termination,
‘what would happen to any residual trust assets after all plan benefits and expenses were
paid out” Mr. Lowman encourages such language, which the trust documents for M-
NCPPC and WSSC, as well as the submitted legislation for County Government, include,
and which the College and MCPS are considering. A related issue is the impact of a
reversion on the County budget process and on the maintenance of effort calculation for
MCPS in particular. See ©1-3 and ©44 for details.

o The agencies have made further progress on their communication plans. See ©3 for
details of the agencies’ different efforts in this area. See also ©51-52.

e At the June 25 Committee meeting Ms. Trachtenberg and Ms. Praisner requested
further information on options for limiting liability, inclUding efforts underway in other
jurisdictions. The Work Group report lists the agencies’ recent efforts on ©3-5. Actual
and projected savings from their recent joint medical and prescription RFP are outlined



on ©3-4. Agency efforts to explore ways to limit liability are outlmed on ©4-5. See in
particular the ideas the College is con51der1ng on ©5. :

Three attachments also address thlS key issue. Attachment A on ©10-11, which the
Committee saw in June, is a generic list of ways to limit liability. Attachment B on ©12-
18 includes survey responses from nine local jurisdictions, three of which have changed
the eligibility and/or subsidy for retiree OPEB. Attachment C is discussed below.

Mr. Lowman’s comments on this issue include two specific suggestlons to take these
efforts to the next level. See his suggestions on ©45.

e As for the projected schedule for future actuarlal valuaﬁons, the report notes on ©6
that WSSC has completed its 2007 valuation, while the other agencies will complete or
nearly complete theirs by December 1. Mr. Lowman commends this schedule. See ©45.

e On ©6-9 the report provides a detailed summary of lessons ‘to date from the
‘éxperience of other jurisdictions and related survey information. Attachment D on ©21
has the results of the recent MACO survey. Attachment E on ©22 is a brief list, prepared
by Bolton Partners, of OPEB changes made or under consideration in some nearby
jurisdictions. Attachment F on ©23-26 includes survey data from Mercer. Attachment G
on ©27-43 includes survey data from Aon. See especially the survey results on ©39-
43, including the list of benefit changes on ©42.

Attachment C on ©19-20 also warrants special attention. As the report notes on ©6-
8, the Work Group used web and phione research to compile data from 20 jurisdictions,

both AAA and AA rated. The survey highlights are summarized on ©7-8, including data
requested by Mr. Berliner at the June 25 Committee meeting on the phase-in period that
other jurisdictions have selected to fund their liability. Mr. Lowman’s useful comments
on all this survey information are on ©45-46. "

The Work Group’s efforts to monitor the issues of plan design and limiting liability
are commendable and important. The OPEB liability for all agencies combined as -
currently defined is of such large fiscal consequence — amounting by FY13 to nearly
$200 million in additional annual outlays for the agencies’ retiree health obligations,
above and beyond the pay-as-you-go amount — that continued close monitoring and
assessment of options is essential. Among the next steps the Committee should
consider are the two suggestions offered by Mr. Lowman at the top of ©45.

" This packet has two other relevant attachments. The most recent Washington Post review
of the impact of OPEB on local jurisdictions is on ©47-48. Post columnist Stephen
Barr’s review of 2008 open season options for the Federal Employees’ Health Benefits
Plan is on ©49-50. See in particular the reference to the high ratings given by
Consumers’ Checkbook to some consumer-driven and high-deductible plans. To date
County agencies have not made lower-cost options of this kind available to their
employees. It may be time to consider including such options for the 2009 open season.

f:\farber\gasb-opeb\gasb-opeb update 11-26-07.doc



Resolution No.: 16-87
[ntroduced: March 27, 2007
Adopted: April 10, 2007

, COUNTY COUNCIL
FOR MONTGOMERY COUNTY, MARYLAND

By: County Council

SUBJECT:

Five-Year Funding Schedule for County Agencies’ Annual Required Conyribution for Other Post
Emplovment Benefits (OPEB) '

Background

I. The Governmental Accounting Standards Board (GASB) has issued Statement No. 45, Accounting and
Financial Reporting by Employers for Post Employment Benefits Other Than Pensions, which addresses

how state and local governments should account for and report their costs and obligations related to
‘Other:Post Employment Benefits (OPEB).

County agencies (the County Government, Montgomery County Public Schools, Montgomery College,
the Washington Suburban Sanitary Commission {[WSSC}, and the Maryland-National Capital Park and
Planning Commission [M-NCPPC)) are required to disclose their OPEB liabilities in their financial

- statements, starting with the fiscal year beginning July 1, 2007 (FY 2008).

(P

n November 2006 the County obtained actuarial valuation information addressing the extent of the
County’s liability to its retirees for Other Post Employment Benefits as of July 1, 2006. Other County
agencies have also obtained, or are in the process of obtaining, similar actuarial valuations. The OPEB
reports are subject to a number of actuarial and economic assumptions; these assumptions were generally
similar to the assumptions used in evaluating the County agencies’ pension fund liabilities.

4. Based on the assumptions and qualifications stated therein, the OPEB reports concluded that, assuming
full prefunding, the FY 2008 annual required contribution (ARC) for the County, its tax supported
agencies, and the Montgomery County portion of the M-NCPPC is $240.0 million, and the related

actuarial accrued liability (AAL) is $2.6 billion. The most recent ARC for WSSC is $19.1 million, and
the related AAL is $200 million.

5. The County has determined that a five-year phase in of the difference between the current pay-as-you-go
amount and the ARC would be a responsible approach to pre-funding, and believes that such an
approach is acceptable to the rating agencies, which will be evaluating the County’s response to the

GASB disclosure requirements and its approach to any obligations to current and future retirees for post-
employment health and other non-pension benefits.

6. Should the County establish a separate OPEB trust, and should the County adopt a written policy of its
intent to phase-in full funding of the difference between the pay-as-you-go contributions and the ARC on
.an amortized even basis over a five-year period, it would be appropriate for the County agencies to use,
in their actuarial valuations, a discount rate higher than their operating investment rate for accounting
and budgeting purposes. Absent such a policy, County agencies would be required to record OPEB
liabilities in their financial statement of almost twice as much as liabilities required with such a policy. @
i1
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Resolution No.: 16-87

Action

The County Council for Montgomery County, Maryland approves the following resolution:

. The Council is committed to the responsible fiscal management of the County agencies’ Other Post

Employment Benefit obligations and acknowledges that County agencies intend to establish one or more
Teusts, on or before July 1, 2007 if possible, for such purposes. ‘

[t is the Council’s policy intent to fund the difference between the OPEB pay-as-you-go contributions and
the annual required contribution, for the tax supported agencies, on an amortized even basis over a five-year
period beginning with Fiscal Year 2008.

For WSSC and M-NCPPC, it is the Council’s policy intent to support WSSC's and M-NCPPC''s plans to
implement a five-year phase in of the difference between the OPEB pay-as-you-go contributions and the
ARC beginning with Fiscal Year 2008 in coordination with the Prince George's County Council.

This is a correct copy of Council action.

oo T Frn

Linda M. Lauer, Clerk of the Council



Other Post Employment Benefits: The Governmental
Accounting Standards Board (GASB) has issued Statement
45, Accounting and Financial Reporting by Employers for
Post-employment Benefits Other than Pensions, which
addresses how state and local governments should account
for and report theic costs and obligations related to Other
Post Employment Beuefits (OPEB). County agencies are
required to disclose their OPEB liabilities in their financial
statements, starting with the fiscal year beginning July 1,
2007 (FY08).

In November 2006, the County obtained actuarial valuation
information addressing the extent of the County’s hability to
its retirees for other post employment benefits as of July 1,
2006. Based on the assumptions and qualifications stated
therein, the OPEB report concluded that, assuming full pre-
funding, the FY08 annual required contribution (ARC) for
the County and its tax supported agencies 1s $240.0 mullion,
and the related actuanial accrued liability (AAL) 15 $2.6
billion. The County has determined that a five year phase n
of the difference between the current pay-as-you-go amount
to the ARC would be a respousible approach to pre-funding,
and believes that such an approach is acceptable to the rating
agencies, who will be evaluating the County’s response to
the GASB disclosure requirements, and its approach to its
obligations to current and future retires for bealth and other
non-pension benefits.

The County is committed to the responsible fiscal
management of the County’s OPEB obligations and intends
to establish a trust on or before July i, 2007 for such  pur-
poses. It is the County’s intent to ramp up to full funding of
the ARC over a five-year period beginning with FY08. This
approach allows the County tousea  discount rate higher
 than its operating investment rate for accounting and budget-

Proposed FY08 OPEB Trust Contributions

Montgomery County Government (KCG)
General Fund:
Other Post-Employment Benefits NDA

Propriefary Funds:

Bethesda Parking District
Wheaton Parking District
Stver Spring Parking District
Solid Waste Collection

Solid Waste Disposal

Liquor Control

Pemmitfing Services
Community Use of Public Facilities
Motor Pool

Risk Management

Central Duplicating

Participating Agency Contrbutions:

Housing Qpporunities Commission

Revenue Authority

Strathmore Hall

Montgomery County Television

Washington Suburban Tranist Commission
State Agencies

Total MCG Trust Contributions
Mantgomery County Public Schools Trust Fund
Montgomery College Trust Fund

Park and Planning Commission Trust Fund

Total Contributions/Assets Held in Trust

" ing purposes, which will result in lower costs and labilities
than if the County did not have a trust in place.

12,067,320

28,340
4,280
22830
12,840
102,750
445,260
305,400
38,530
238,320
17,120
42810

524,000
68,000
50,000
35,000

5,000
12000
14,020,000
16,060,000
606,400
1,210,500

$31,896,900

Source: County Executive’s Recommended FY08
Operating Budget, pages 7-2 and 7-3



MEMORANDUM.

November 12, 2007

TO: -~ Management and Fiscal Policy Committee
FROM: Multi- Agency OPEB Work Group
SUBJECT: Update for November 26, 2007 MFP Committee Meeting

The purpose of this memorandum is to provide an update, from our June
25" meeting with the Management and Fiscal Policy (MFP) Committee, on County
agency activities related to implementation of Governmental Accounting Standards
Board (GASB) Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other than Pensions (OPEB). As previously noted, tax- -
supported agencies impacted by GASB45 and represented on this work group include:
the County, Montgomery County Public Schools (MCPS), Montgomery College
(College), and the Montgomery County portion of the Maryland-National Capital Park
and Planning Commission (M-NCPPC); the Washington Suburban Sanitary Commission
(WSSC) is the only non tax-supported agency participating in the work group.

v The focus of this status update is on the followmg five areas, as requested
by Council staff: S

1. Status of OPEB trusts;

Status of communication plans;

Status of review of options for limiting liability;

Projected schedule for future actuarial valuations; and

Lessons to date from the experience of other jurisdictions.

hATE

.- The current status, including progress since the June 25" meetlng, is
presented below. for each area.

Status Report
1. Status of OPEB Trusts

As noted in June, MCPS, M-NCPPC, and WSSC had established OPEB trusts;
the County and College trust work was in process. Since June, WSSC

~ Commissioners have appointed a three member ex-officio board to manage its
OPEB Trust, which includes the Chief Financial Officer, Director of Human
Resources, and the Budget Group Leader. :



Management and Fiscal Policy Committee
November 12, 2007

Page 2

The County has recently transmitted legislation to the Council to establish an
Internal Revenue Code (IRC) Section 115 Trust for OPEB benefits, and that
legislation is being introduced on the same day as this report — November 12,
2007. The legislation also provides for the County Executive to appoint a three
member ex-officio board, subject to County Council confirmation, which should
be comprised of the Director of Finance, Director of the Office of Human
Resources, and the County Council Staff Director. Prior to formally transmitting
the legislation, a draft was provided to Council staff for review and comment.
The legislation submitted to the Council incorporates comments raised as a result
of that process.

The College awarded a contract to Public Financial Management (PFM) at the
October 15™ Board of Trustees meeting; the scope of the contract is for
designation of the trust administrator and investment management services. The
College has reviewed a project timeline with PFM, and anticipates, during the
next two months, development of the trust document, performance of an asset
allocation study, and creation of the investment policy, with a plan to provide
these deliverables to the Board for approval in January.

One issue related to the trust that has been a topic of recent discussions is
reversionary language in the trust documents. Reversionary language would
address, in the event of plan termination, what would happen to any residual trust
assets after all plan benefits and expenses were paid out. A situation under which
this might occur is if national health care was established, eliminating the need for
individual employer plans. The trust documents for M-NCPPC and WSSC, and
the submitted legislation for the County, include language that provides, in the
situation where the plans are terminated and all benefits have been paid out, that
the assets in the trust will revert to the plan sponsor/employer. The College has
been encouraged to include such langi;age in its trust document. The MCPS
master trust does not contain reversionary language. MCPS has discussed the
need for such language with its legal counsel, and efforts are underway to amend
the trust document to include such language to ensure a clear and early
understanding of the planned disposition of assets in such a situation.

A related issue discussed is how such an unlikely scenario might impact the
County’s budgeting processes, if such resources at some point would revert back
to each agency as plan sponsor. It has been discussed that the Council could, at
that time, consider such funds to be available resources to fund the operating
budgets, and offset those amounts against appropriations to arrive at actual cash
funding to be sent to the respective agencies. A potential complicating factor with
MCPS is the State’s maintenance of effort calculation. The State recently issued a

&)



Management and Fiscal Policy Committee
November 12, 2007
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letter to local governments and public school systems communicating certain
guidance on how earmarking of prefundlng contributions to OPEB might be
treated for state maintenance of effort purposes. We are not aware that the State
has issued any guidance on the impact of trust reversions on the maintenance of
effort calculations. The County and MCPS would intend to hold discussions with
the State to try and obtain guidance on how such a scenario would impact the
maintenance of effort calculations.

2. Status of Communication Plans

Since the June meeting, the followmg activities have occurred in the area of
commumcatlons : -

e The County OPEB website, newly created, can be accessed from the Finance
department home page. Information posted on the website includes frequently
asked questions, actuarial valuation(s), fiscal analysis, multi-agency reports to
the MFP Committee, and Council/Committee packets

. M-NCPPCattended a meeting with its retiree group to discuss OPEB benefits.
WSSC included an article on OPEB in its retiree newsletter and in open
enrollment documents. The College is getting ready for a mailing to retirees
to summarize year end activity where this topic may be discussed. In
addition, OPEB benefits were discussed at great length in the annual Benefit
Review Committee meeting, Cabinet meeting, and other college-wide
admmlstrator meetings.

3. Status of Review of Options for Limiting Liability

Since the last MFP Committee update, a joint medical and prescription Request
for Proposal (RFP) was issued under all agencies (MCPS, the County, College,
M-NCPPC, and WSSC). Through bulk purchasing power and aggressive -
negotiations, that effort is estimated to produce savings in prescription drug costs
of over $20 million across all agencies for plan years 2008 - 2010.

. The joint RFP also helped agencies to control costs associated with administrative

charges for self insured medlcal plans, as well as premlums for fully insured
med1cal plans. = :
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Page 4

For the County, administrative charges for the Carefirst Point-of-Service plans
were held to increases of 3.8% for 2008 with caps in place for 2009 and 2010. In
the case of the Carefirst Indemnity Plan, the administrative charges actually
decreased for 2008 (5.8%) with similar caps for the following 2 years. Premiums
for Kaiser (medical and prescription coverage) were reduced by 1.8% for 2008.

M-NCPPC expects to incur some cost savings by moving the Aetna HMO from a
fully insured status to a self insured status effective January 1, 2008. Carefirst
administrative rates will increase by 9.1% for 2008, but with caps in place for
2009 and 2010.

MCPS expects an additional $800,000 in annual administrative cost savings from
the medical plan bid, in addition to the savings in plan costs from the prescription
joint bid (MCPS portion of the overall $20 million savings in prescription costs is
$4 million).

The College will experience savings of 6% in medical plan administrative costs
from the joint bid. The College also conducted bids for its dental, life and LTD
plans. Significant savings were realized for all lines of coverage including: 18%
in administrative costs for the dental PPO, 24.5% in the dental HMO, 23% in life
insurance and 34% in Long Term Disability. Three-year rate guarantees were
also negotiated.

At the June MFP Committee meeting, the Council Chair stated that the current
benefit structures are not sustainable. Subsequent to that meeting, a subgroup of
the Multi-Agency OPEB Work Group met to discuss options for limiting the
overall OPEB liability. Those options were in the context of the generic scenarios
previously provided to the MFP Committee, and included again as Attachment A.

The County is currently looking at options in the context of collective bargaining.
Aon Consulting was engaged to determine the impact on the OPEB liability
associated with a comprehensive set of options identified. Ground rules agreed to
at the start of bargaining prohibit the County and the union from discussing items
currently on the table in public forums. The County’s Collective Bargaining Law
mandates that after an agreement is signed, that both parties support the
agreement. o

M-NCPPC completed an initial review of options for limiting liability in the
summer of 2006 after negotiations had been finalized with one union. M-NCPPC
is similarly prohibited from publicly sharing any items that are currently under
union negotiations.

L
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The MCPS Joint Employee Benefit Committee, which is a joint ‘
labor/management committee with representatives from MCPS, the three .
bargaining units, and the retiree association, are working together with the
insurers to analyze plan experience and identify opportunities for cost
containment, and cost avoidance.

The College is ¢ on51der1ng the following in reference to 11m1t1ng future OPEB

~liability.
_ o Increasing years of service from 5to 10 for e11g1b111ty Currently employees

that have 5 years of service are eligible for retiree benefits. Cost sharing for
this group of retirees is 40% College, 60% Retiree. Employees that have 10
or more years of service are eligible for a higher cost sharing, 60% paid by the
College, 40% paid by the Retiree.

¢ Changing the prescription benefit plan design. Currently, a three tier plan
(810, $20, $40) is offered with a mail order incentive plan ($20, $40, $80 - 90
day supply). Under consideration is a fixed co-payment for generics that
would revert to cost sharing for the formulary and brand tiers. As an
alternative, scenarios will be reviewed that would require generics, where
available. '

e Incentives for employees to use medical in-network services by lowering the
co-insurance subsidy for out-of-network services from 80/20 after deductibles
have been met to 70/30.

e Changing OPEB coverage for new hires.

A survey on Plan Sponsor Options for Retiree OPEB was sent to 17 local
jurisdictions and responses were received by nine. Three of the jurisdictions have
already made changes to their retiree OPEB as a result of GASB45. Most

changes involved changing the eligibility and/or the subsidy for retiree OPEB. Of
those jurisdictions that have not yet made changes, all who responded were either
considering changes or were not sure at thls time. The survey results are mcluded
as Attachment B. ‘

In addition, Attachment C, page 2 presents information obtained through phone

calls with other jurisdictions, on the actions they are taking to limit their OPEB
liability. The purpose of Attachment C, how it was compiled, and information

regarding reliability of the information is presented later in this status report under |

5. Lessons to Date from Other Jurisdictions — County Comparable Jurisdiction
Research. As can be seen from Attachment C, page 2, jurisdictions reported
positions ranging from no current OPEB liability, to changes already made or in
process, to no action taken yet but changes being evaluated, to no changes
planned :
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4. Projected Schedule for Future Actuarial Valuations

WSSC'’s valuation as of June 30, 2007 has been completed. All other agencies
are in the process of having their 2007 annual valuations prepared. It is
anticipated that the agencies will have results in final, or close to final, form by
December 1. The College’s valuation has been prepared under Financial
Accounting Standards Board (FASB) standards (the not-for-profit standards that
the College was previously accountable under), and they are coordinating with
their actuary to provide a current valuation under the GASB standards.

5. Lessons to Date from the Experience of Other Jurisdictions
Item #3 in this report is focused on options for limiting liability. In this section
we will share other information gathered about how other jurisdictions are

managing or dealing with OPEB.

Maryland Association of Counties (MACo) Survey Results

Attachment D presents a listing of the OPEB actuarial accrued liability and annual
required contribution (ARC), prepared by MACo as a result of several surveys
they issued on this topic. The listing indicates which agencies (i.e., schools, '
community college) are included in the amounts presented. While 4 jurisdictions
are listed as no information yet available, of the 20 remaining jurisdictions,
Montgomery County has the highest reported liabilities. One item of note relates
to Prince George’s County — while the OPEB liability is reported to include all
agencies listed, it is our understanding that the ARC presented may only represent
the county’s portion of the ARC.

County Comparable Jun'sdicti(_)n Research

At the June MFP Committee meeting, the Work Group presented a schedule of
other large triple-AAA rated jurisdictions against which the County typically
benchmarks itself. The schedule included information obtained from web
research and phone calls on the status of the jurisdictions’ activities in areas such
as actuarial valuations, funding, and plan design. At that time, the Committee
asked us to add some additional jurisdictions to the surveyed group, to go beyond
triple-AAA rated jurisdictions, and to provide an update at this meeting.
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Attachment C presents the results of these efforts. We have significantly
expanded the group surveyed to include 20 jurisdictions, including both AAA and
AA rated jurisdictions. We have attempted to include jurisdictions from across
the United States, and to ensure the population size is somewhat consistent with
the County. We have also expanded the report to include information such as
number of employees, whether the jurisdiction’s employees are represented by
unions, and in the situation where a trust has not yet been established, whether
funds have been designated towards future OPEB use. The information presented
is solely based on research via the web and on verbal representations made by
personnel from the jurisdictions contacted. The jurisdictions we surveyed were

~ forthcoming to varying degrees; however some of the ones we had previously
polled started to express a resistance to a periodic update process and may be less
willing to share information in the future. -

Of the 20 jurisdictions polled, we would highlight the following:

e All are Phase 1 governments, and therefore are sub_]ect to GASB45 accounting
and reporting beginning in FYO0S.

e For the Maryland jurisdictions, there are inconsistencies with the MACo
survey results in Attachment D. The MACo listing was obtained after
Attachment C was prepared, and we have not invested any significant research
time with MACo or individual jurisdictions in attempting to resolve these

“discrepancies. We believe that for purposes of accumulating information on
how. others may be managing their liabilities, any dlfferences would not have
. a material affect on the County’s research.

e 5, or 25% of the jurisdictions polled, had not completed an actuarial valuation,
either because they have no OPEB obligation, any OPEB obligation is limited
to an implicit rate subsidy which may not be material, or the valuation work is
just not yet complete: . '

e Of the 15 jurisdictions with valuations, most have an AAL that i is lower than
Montgomery County’s — in fact 7 have an AAL that is approximately 10% or
less than the County’s AAL ; Los Angeles County, California and Nassau

" County, New York are examples of jurisdictions where the AAL is larger than

Montgomery County’s. 3

e Of the 15 jurisdictions with valuations, 7 have established a trust or plan to do
so, 2 are under consideration, 4 have not yet created a trust but discussions on
next steps are in process, and 2, Hennepin County and Westchester County
reported that they do not.intend to create a trust. It should be noted that
Hennepin County reported that non-union future new hires will not be offered
OPEB benefits, and future retiree benefit cuts are planned. Westchester s
AAL is approximately %2 of Montgomery County’s.

e Ofthe 15 jurisdictions with valuations, 6 reported havmg funds already
designated or set aside for OPEB purposes. :
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e Ofthe8 Jurlsdlctlons that reported phase-in funding plans, the breakout by

planned phase-in period is summarized below: ‘
Planned vears # of Jurisdictions
Full ARC in first year
4-5 Years
5 Years
5-8 Years !
6 Years >
10 Years *

1 — Howard County, MD - $476.6m AAL, $14m already designated, AAA
bond rating. '

2 — Carroll County, MD - $98.2m AAL, retiree eligibility and premium
contributions have been changed, AA bond rating.

3 — Prince George’s County, MD - $2.7b AAL, reported that funds have
been designated, AA bond rating.

Information Available from Research.or Best Practice Organizations

In discussions with Council staff, it was suggested that there might be information
on what others are doing in areas such as plan design and funding, readily
available from best practice organizations that would conduct such research
regionally or nationally. Other than the MACO survey results previously
presented, we were unable to readily locate such a group or a consolidated set of
best practices. We polled the actuarial firms with which we worked and they also
were not aware of any such best practice firms.

However, we did obtain information from several actuarial firms that represented
results of either their firm’s surveys or that drew from their client experiences.
Attachment E is a list compiled by Bolton Partners of plan changes, made or
under consideration, by area jurisdictions. Attachment F contains slides provided
by Mercer Consulting of plan changes, made or under consideration, by selected
governments nationally. Attachment G is a report produced by Aon Consulting,
Navigating the GASB OPEB Standards — Aon Consulting’s 2007 GASB OPEB
Survey. The report presents survey information on OPEB plans offered to retirees
(page 3), valuation results (pages 4 — 5), funding options (pages 6 — 8), and plan
design changes (page 9); survey results are summarized on pages 13 — 17.

It should also be noted that Montgomery County is one of 10 jurisdictions that
was asked by the National Association of Counties (NACo) to participate in a
national study they were sponsoring; publication by NACo of the results of that
project are expected at any time.
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Information Publicly Available in the Press or on the Internet

In terms of what others are doing, we would also share the following information,
gathered through internet research or from various organizations, to supplement
information provided above:

In September 2007, the United States General Accountability Office issued a
70 page report entitled State and Local Government Retiree Benefits —
Current Status of Benefit Structures, Protections, and Fiscal Qutlook for
Funding Future Costs. Included in the observations were the following
statements: “Across the state and local government sector, the ability to
maintain current levels of public sector retiree benefits will depend, in large
pait, on the nature and extent of the fiscal challenges these governments face
in the years ahead............ Given that our simulations show that over the next
several decades, the cost of providing health care benefits for public sector
retirees will more than double as a share of salaries, state and local
governments may find it difficult to maintain current benefit levels....” The
full report can be found at http://www.gao.gov/new.items/d071156.pdf

The Association of Orange County Deputy Sheriff’s agreed to transition to a
defined-contribution medical benefit plan for retirees; the change w111 be
mandatory for new hires and optional for existing employees.

It has been reported that Los Angeles County, Cahforma has created an OPEB
Trust.

Northampton County, Pennsylvania is reported to be con51der1ng ehmmatmg
retiree health care benefits for new hires.

Although it had been reported in the press that the State of Texas would pass a
law allowing jurisdictions to not comply with the GASB standards, it is our
understanding that substantially all Texas jurisdictions will be adopting the
GASB OPEB standards.

We have attempted to provide the MFP Committee with a range of OPEB
information to facilitate your discussions on this topic.

The Work Group appreciates this opportunity to keep the MFP Committee

apprised of agency progress towards OPEB implementation, and to provide information
on related topics of interest to the Committee. Representatives from each agency and .
several of the actuarial firms will be present at the November 26, 2007, MFP Commlttee
meeting to answer questions about the material provided. -

- Attachments



Attachment A

POST RETIREMENT GROUP INSURANCE
Generic Scenarios to Reduce OPEB Liability

Premise

Reducing the future costs of providing post retirement group insurance will reduce the
overall liability to an organization and therefore reduce the amount of that liability to be
funded. Many organizational factors will influence which options will be considered and
which will not. The template below is only an attempt to identify various factors that
influence group insurance costs.

Affected Groups

o Current Retirees
o Medicare
o Non-Medicare

e Current Actives
o Retirement eligible
o Not retirement eligible

e Future New hires

Factors influencing post retirement group insurance costs and related action
considerations for addressing costs -

e Eligibility for post retirement group insurance
Considerations —

o More rigorous age and service requirements for employees

o Availability to dependents :
= Health coverage not available to dependents
= Health coverage not available to dependents if eligible for

coverage elsewhere
o Not e11g1ble for post retirement medical or prescription when Medicare

becomes primary

e Employer contribution towards post retirement group insurance
Considerations —
o Reducing contribution amounts overall
o Weighting rates based on years of service
o Percent of contribution based on lowest cost plans with retiree paying the
rate differential for more costly plans

( ny
—



Attachment A

o Contribution towards retiree group insurance only, with retiree paying rate
differential for dependents ‘
o Contributions based on flat dollar amounts versus percent of premium
" (could be incorporated via a Health Savings Account in a Consumer
Directed Health Plan)
o Determining the effect of active-retiree subsidy practices on post
retirement costs '

Funding
Considerations —
o Potential advantages of movmg to fully insured Medicare supplement
plans
o Active employees pre-fundlng a portion of their post retirement beneﬁt
cost. :

Benefit delivery mechanisms

Considerations —
o Mandatory generic drugs where available
o Mandatory use of mail order for certain maintenance drugs
o Use of certain pharmacies for specialty drugs

Plan design changes
Considerations —
o Deductible amounts
Co-pay amounts
Co-insurance levels
Mandatory prescription formularies
Annual out-of-pocket and lifetime maximums
Post retirement life insurance amounts

O 0 O0O0OO0

Items covered
Considerations —
o Exclude certain items currently covered for medlcal dental and

prescription

Plan elimination
Considerations —
o Not offering certain beneﬁts post retirement, such as dental
o Offermg discount programs versus full coverage, e.g., for dental



Attachment B

Survey: PLAN SPONSOR OPTIONS FOR RETIREE
OPEB

Author: ERIC WALLMARK
Filter:
Responses Recewed 9

What ]urisdtctuon do you represent7

] Response IConnt Percent
[State of Maryland 1 11.1% |
City of Baltimore 0.0%
11.1%
[Baltimore County Public Schools 0.0%
Anne Arundle County Government 11.1%
Anne Arundle County Public Schools | 0.0% |
iiCarroll County Government - 11.1%

‘ | 11.1% |
fCarrolI County Public Schools I 10.0%
11.1%
]Harford County Public Schools l 11.1%
iHoward County Government ] 0.0% |
IHoward County Public Schools [ 0.0% f
[Prmce Georges County Government H ”0 0% ]

Prince Georges County Public Schoolsii0 0.0% [

[other - 3 ]B3.3% |

M o‘w o= ollt—‘ o

]F

"Other responses

[Baltimore City Public School Systeml

Fairfax Coun

iFrederick County Public Schools l







If your answer to question 2) is Yes, what type of changes have you made?

}Changed the employer subsidy for OPEB I (22.2%
Changed/Eliminated employer subsidy for certain coverage tiers (e. -g., N0 longer 1 11.1%
subsidize dependent health coverage) )
Changed/Eliminated employer subsidies for certain plan offerings (e.g., provide a

subsidy equal to the lowest cost heath plan with retirees paying the full 0 0.0%
differential for higher cost plans) i
Eliminated coverage for health and Rx at Medicare eligibility 0 ]0.0% ] .
Reduced/Ehmmated certain benefit offerings (e.g., reduced the amount of retiree 0 0.0% ‘
life insurance) i
Implemented cost containment initiatives (e.g., mandatory mail order Rx; - 5 11.1%
imandatory generic Rx)

[Changed the basis for subsidrzmg retiree OPEB (e.g., % to flat dollar) }[; 11.1%
ﬁmpiemented a Defined Contribution type health plan (e.g., CDHP with an HSA) IO 0.0%
Other - _ 12 J22.2% |

“Other" responses:

]Eiiminated Open Enroliment for Retirees.]
lWe don't have retireees. l

l Response [count][Percent] -
[Changed eligibility for retiree OPEB 3 233.3%

(9



Are you considering changes to your retiree OPEB due to GASB 45 in the near future?

Also, if you have already made changes to your retiree OPEB, are you considering
additional changes in the near future?

|

Response Count'm

Yes 2 25.0%
No 0 0.0%
[Not Sure_|l6 75.0% |




If your answer to question 4) is Yes, what types of changes are you considering?

Response ‘ Jlcount]Percent
{Changed eligibility for retiree OPEB 1 111.1%
'Changed the employer subsidy for OPEB 0 0.0% ]
Changed/Eliminated employer subsidy for certain coverage tiers (e.g., no longer 0 0.0%
subsidize dependent health coverage) )
Changed/Eliminated employer subsidies for certain plan offerings (e.g., provide a
subsidy equal to the lowest cost heath plan with retirees paying the full 0 ¢.0%
ldifferentiai for higher cost plans) _
]Eliminated coverage for health and Rx at Medicare eligibility o [0‘0% ]
Reduced/Eliminated certain benefit offerings (e.g., reduced the amount of retiree 0 0.0%
life insurance) N :
Implemented cost containment initiatives (e.g., mandatory mail order Rx; o
. 0 0.0%
mandatory generic Rx) _
[Changed the basis for subsidizing retiree OPEB (e.g., % to flat dollar) o 0.0%
[Impiemented a Defined Contribution type health plan (e.qg., CDHP with an HSA) —z 0 0.0%




Must changes to your OPEB be collectively bargained?

“Response Count Pe'rcentl
Yes 2 25.0%
No 5 62.5%

[Not Sure |t [[12.5%




Please provide any additional information or comments related to the questions above.

For retirees who retired after 1/1/06, higher premiums are charged. For those who were hired |
after May 1, 2005...they will need to work longer (15 years minimum with Age Plus years of
servcie totaling at least 75) to be eligible for retiree heatlh care...and their premium payments ]
will be higher than the other two groups.

We also removed the hidden subsidy on the retiree under 65 premiums. Prior to 7/1/07 we were
using a biended rate and actives and retirees were paying the same. We now rate each group and
remiums are charged accordingly.

Retirees from Baltimore City School System receives health insurance benefits through the City of
Baltimore Government e

Baltimore County made significant changes to employees on/after 7/1/07 and to anyone retiring
on/after 7/1/07 with less than 30 yrs svc (25 If pub safety). Additionally, employees on/after
771707 will earn flat $ amount toward OPEB costs when they retire.

r\ﬁi-ll be evaluating Medicare D plan offerings in the future. }

The MD General Assembly has directed a Blue Ribbon Commission on the Funding of Retiree
Health Care to investigate GASB and report to the Governor and General Assembly on their
findings and recommendations. At that point, we will see their recommendations. Or course, any
change is subject to final approval by the Legislature and the Governor.

iYes, we are considering changes, but don't know what yet!

@)
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Attachment D

County Estimated Post Employment Liabilities

Results form latest actuarial studies:

Reported figures include:

® 1
~ ) @ @)

| | . § s 5 £
County OPEB Liability . Annual Required Contribution c? %1 § S Notes
Allegany 37,279,000 3,578,000 o 2
Anne Arundel 1,270,024,474 117,573,000 L] o o o
Baltimore City not available not available actuarial analysis pending
Baltimore County 1,800,000,000 150,000,000 o o0 o ©o
Calvert 154,081,095 13,268,655 o ©
Caroline 73,454,000 6,715,000 o O !
Carrol! 266,800,000 17,074,000 . o o o
Cecil 45,827,000 4,275,000 o o
Charles 386,228,000 36,810,000 o O !
Dorchester 20,355,837 2,203,464 o
Frederick 416,676,000 - 44,302,000 o o o
Garrett - 46,570,000 2,997,000 (-] <] L)
Harford 457,655,000 47,000,000 o o o
Howard 476,600,000 53,000,000 -] o o o
Kent not available not available actuarial analysis pending
Montgomery 2,600,000,000 240,000,000 o o o < I
Prince George's 2,170,000,000 85,000,000 o o O o
Queen Anne's 66,334,000 - 6,598,000 o O :
St. Mary's 214,000,000 12,800,000 o o - 2 5
Somerset not available not available * actuarial analysis pending
Talbot not available not available actuarial analysis pending 6
Washington 135,754,000 10,660,000 o o
Wicomico 74,400,000 5,000,000 L] o
Worcester 121,618,486 17,014,392 o o
Statewide Total 10,833,656,892 875,868,5i 1
Footnotes:

! _ values are the "unfunded"” liability, as indicated by the county's actuarial study
2 _ no estimate yet available for county component units, including schools and libraries
- includes all tax-supported ag encies, including county portion of M-NCPPC

- ARC figure represents county employees only
- BOE/library figure assumes an unfunded liabitlity, though county has started making payments to both

®. county has "pre-funded" $6.35m

Data gathered by Maryland Asssociation of Counties, surveys in June and Septem ber, 2007. @\‘



Attachment E

Rough List of OPEB Changes

Baltimore County Gov.:
e Changed % subsidy (major for 10-15 yr people)
Minor changes in plan copays
Revised pension NRA and added/changed DROP
Retiree plan is a flat dollar plan based on YOS
Lowered % subsidy for actives (non OPEB)
Non OPEB new hires — lower employee subsidy for dependents

Baltimore County Schools: small changes in Drug Copay
Harford County Schools: eliminated hidden subsidy

Harford County Gov. (opposite from trend: significant increase in GASB cost):
Had flat dollar subsidy and went to % of cost
Flat dollar top amount covered 70% to 75% of cost
Top tier will become 90% when fully phased in

St. Mary’s Gov.:

Old plan 85% top tier after 16 YOS
Changed to 25 YOS to get top 85% effective if retired 7/2010 and later

Carroll County Gov.:
Old plan: retires paid same as actives
Increased retiree share to 1.25 times (25+ YOS) or 2 times (10 15YOS)
Reduced retiree subsidy for new hires

Frederick County Gov.: specific changes proposed

Anne Arundel County Gov.: potential changes listed but no specific proposal

Howard County Gov.: potential changes listed but no specific proposal

Montgomery County and Schools: Any specific changes are part of bargaining and are
confidential

Prince William County Gov. (VA): Small flat dollar subsidy. Some increase. Public
Safety pushing for a %.

p.s. MABE is moving ahead with setting up an OPEB pool.
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Attachment G

How Are Public Entities Navigating
the GASB OPEB Standards?

Just as the private sector contihues to battle rising health care costs, public sector employers are battling
the high cost of retiree health care and are looking at ways to manage them. Highlighting that fact, the
Government Accounting Standards Board (GASB) is now requiring public sector employers to‘ meet
two new accounting statements, one for plans (Statement 43) and one for employers {Statement 45),
collectively referred to as “the standard.” The standard requires public sector employers to account
differently for certain non-pension retiree benefits (such as health and life insurance) that they provide
to their employees during retirement. These benefits are referred to as Other Post Employment Benefits
(OPEB). For many public sector employers, GASB’s new reguirements have led to some confusion about

their financial exposure and how to adeguately fund their liabilities.

in January 2007, Aon Consulting conducted the 2007 GASB OPEB Survey of public sector employers
asking them about the new standard and their plans to address and manage the accounting
requirements. The survey results have confirmed that many public sector employers are unsure of the
extent of their obligations and are undecided about what to do to control OPEB costs. Over half of
survey respondents do not yet have a plan {or do not know if they have a plan in place) to handle the
new accounting standards. Nearly 80% do not know what their GASB discount rate is 6r should be,
and nearly 90% do not know how they are going to procure the money required to fund the obligations.

" This report, Navigating the GASB OPEB Standards, offers insights into the actions public sector leaders
are taking to address the new GASB standard and provides valuable benchmarking data. Only through
understanding the impact of the new standard, and the magnitude of the costs, can affected employers
begin to evaluate available options to minimize its effects through plan design and funding.

y)

Phllip A. Peterson, FSA :
Senior Vice President & National Practice Leader, Public Sector

Aon Consulting
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The GASB OPEB Standards

The Government Accounting Standards Board's (GASB) new accounting standards for Other Post
Employment Benefits (OPEB)—non-pension retiree benefits, such as health and life insurance—
requires public sector entities to recognize OPEB expenses on financial statements as employees
render service. This change from cash to an accrual accounting method is a significant accounting
change for most entities,

The chart below illustrates that GASB’s new requirements are applibable on a phased-in basis,
depending on the size of the employer, as measured by revenue:

GASB Standard Applies for Fiscal Years Starting After:  If Revenue Is:

» December 15, 2006 Over $100 million
December 15, 2007 Between $10 million and $100 million
December 15, 2008 Under $10 million

By the established deadline, government entities are charged with determining how to fund these
other post employment benefits: To understand the implications of the new rules and to have flexibility
in administering changes and preparing for the financial implications, employers should measure their
OPEB costs and liabilities before the deadline. To evaluate how they will manage and maintain their
retiree benefits plans, Aon Consulting recommends that employers follow a three-step process:

1. Conduct a baseline actuarial valuation

2. Determine funding options

3. Make plan design changes

The GASB OPEB Survey Obijectives

To determine how the new accounting standards set forth by GASB for OPEB are being addressed, Aon
Consutlting conducted a survey of public sector employers across the United States in January 2007.

The survey focused on three areas of concern: baseline actuarial valuations, funding options, and
plan design changes. This report of the 2007 survey results addresses the following fundamental
questions and offers Aon Consulting’s insights:
1. What are employers doing to implement a process to prepare for and conduct a valuation?
2. Do employers fully understand the definition of funding as it relates to the GASB requirements,
and do they know what funding options are available?
3. How will employers change their plan design to accommodate the rulings?




Participant Demographics v ‘
Over 160 employers respondéd to Aon Consulting's GASB OPEB survey from all levels of government

and public school systems in all regions of the United States. The following is a profile of respondents:

Fifteen percent of the respondents — Eleven percent of respondents 'have 5,000 or

represented organizations with more than more retirees, 55% have between 50 and 4,999
10,000 employees, 44% represented . retirees, and 34% have fewer than 50 retirees.
organizations with 501 to 9,999 embloyees. ) '
and 41% were from organizalions with 500 or — Thirty-six percent of organizations hold bond
fewer employees. » ratings of Aaa/AAA; 38% hold bond ratings

of Aa/AA; 13% have bond ratings of A/A; 1% R
About 13% of organizations have under have a Baa/BBB; and 12% have other ratings.
$10 million in total revenue, 36% have »
between $10 million and $99 million, and — Seventy-one percent of respondents have
51% have $100 million or more in total collective bargaining groups.
revenue. ' '

How Many Public Sector Entities Offer OPEB Benefits?
The Aon Consulting survey shows that the new standard will affect most governmental entities.

Respondents 1o the survey offer the following OPEB benefits: : ‘ S ‘ Co

84% offer medicat benefits

57% offer prescription drug coverage
49% offer dental coverage

33% offer vision coverage

29% ofter life insurance

9% offer other benefits

OPEB Plans Offered to Retirees

Medical benefits

Prescription drug coverage

Dental coverage

Vision coverage

Life insurance

Other 3%
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Baseline Actuarial Valuation

The first step in understanding 'the implications of the new accounting standard is to conduct a
baseline actuarial valuation. Eighty-five percent of survey respondents indicate that they have begun
the process of addressing GASB compliance—they are either in the process of developing, or

have completed, a baseline actuarial valuation. Nearly 16% of respondents have not yet begun the
valuation process.

Have you completed an initial baseline actuarial valuation?

Already completed 48%
In process 37%

Not started yet 16%

In addition to conducting the baseline valuation, employers are creating a formal plan for the implementation
and ongoing management of OPEB obligations. About two-thirds (67%) of survey respondents indicate
they are in the process of creating, or have implemented, a formal plan. Of the remaining one-third of
respondents (33%) who have not created a plan, 84% indicate they intend to do so. '

Have you created a formal plan for the implementation and ongoing management of your
OPEB obligations?

In process 46%
No 33%

Yes 21%

Aon Consulting's 2007 CASM OPES Suirs




An OPEB valuation is very similar to an actuarial pension valuation. Benefit costs

are projected using a variety of actuarial assumptions, including variables that are
not present in pension valuations: medical claims and the trend on those. claims. v
These can make the variability in retiree medical valuation results greater than for
pension plans. Performing the benefit valuation requires employers to gather the
Sfollowing data: '

—  Plan provisions—review all documents, plan summaries, and employee
communications

— Participant data—consider the demograpbics of both active and retired

employees

~ Fund assets—look at financial statements to find out how benefits bave been
funded bistorically. if at all ' ‘

—. Overall benefit costs—review hwo to three years of benefits claims experience
" 1o understand where and how costs are more substantial

— Actuarial methods and assumptions— review any pension reports for

demographic and economic assumptions that may be relevant for retiree
medical benefits and access econometric and other actuarial data Lo
understand bow medical claims under your plan may trend, affecting fulure
benefit cash flows ‘

In our experiénce, employers find the process to be illuminating. By delving into
historical plan information, they gain invaluable knowledge abou! their plan’s
design that enables them to make informed decisions about future management of
their plan. ‘

9
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Funding Options

What does funding mean as it relates to GASB OPEB accounting requirements? Funding does

not mean paying out benefits as retirees incur health care costs, nor does funding mean that you

set aside two- to three-years worth of cash flow to pay out retiree benefits. Funding does refer to

the money earmarked as being invested for the sole purpose of paying out retiree benefits. The
“account” is invested and earns some rate of investment income and is noted as such for accounting
purposes. It has the following characteristics:

— Employer contributions are irrevocable

— The assets are dedicated to providing retiree benefits

— The assets are legally protected from creditors

For GASB OPEB, this means establishing an irrevocable trust or making premium payments to
an insurer. A few vehicles qualify as trusts in this regard, including a Voluntary Employee Benefit
Association (VEBA), a Health Reimbursement Account (HRA) and a Section 115 trust.

More than half of survey respondents (52%) indicate they currently are funding retiree medical benefits, with

80% partially funding and 20% of respondents fully funding. More than half of respondents (63%) indicate
they will consider changes to their funding strategy as a result of GASB. However, since 16% of respondents
have indicated they have not yet begun a baseline valuation and another 37% have not yet finished, it is

unclear if employers equate GASB funding with the more traditional pay-as-you-go benefits financing.

Are you currently funding retiree medical benefits?

Yes 52%
No 48%

Funding Vehicles
Fifty-five percent of employers are considering adopting a funding vehicle. The following three
choices are preferred by survey respondents {respondents could choose multiple responses):

— Voluntary Employee Benefit Association (VEBA)—a trust created to fund life, sickness,
accident or other benefits (39%)

— Health Reimbursement Account (HRA)—an employer-ﬁnancéd, account-based accident or.
health plan (39%)

—~ Section 115 Trust—a trust designated to futfill an essential governmental function (35%)

Aceci Coagingediiveys Fo0] LAl fph e




Vehicles for Plan/Benefits Funding

Health Reimbursement Accounts (HRAs)

. Voluntary Employee Benefit Association
(VEBA) trust fund

Section 115 (governmental) trust

Section 125 plan

Leave conversion plan

Section 401(h) qualified medical account
. (from a pension plan)

Other

Advantages of Funding

Funding can change an employer's expected future plan payments and will reduce the liabilities and
expenses reported under the standard. For exampie, funding plan benefits versus continuing the
pay-as-you-go approach can reduce the annual OPEB expense by as much as 10% to 60%. The
magnitude of the reduction will depend on many factors specific to the plan, such as the relationship
between the discount rates (with and without funding), the plan of benefits, and the demogréphic
composition of the plan membership. ‘

While there is no legal requirement for employers to set aside money in an investment vehicle to
cover retiree benefit costs, there are significant advantages to doing so:

Lower employer costs due to investment returns—every dollar earned through an investment”

fund equals a dollar saved for the employer

~ More secure benefits—benefit plans funded by dedicated assets show a commitment to the
benefits program and implies that future benefit payments are being budgeted by the employer

— Net OPEB Obligation realized on balance sheet is minimized—smaller net obligations result in
lower borrowing costs, which is viewed favorably by investors and bond rating agencies

— Lower liability and annual required contribution (ARC)—the better the investment return on
the program’s assets, the lower the OPEB:liability and the fewer dollars an employer spends

— Improved credit ratings—funded programs indicate an employer understands the financial A
fiability and is piahning tor the future, which tells bond rating agencies there will be improved cash

flow management in the future




15th yedar—from $139 to $49 million.

- Aon Consulting Perspective: The Value of Funding

per year bigher than if the employer did not fund.

initial liability disclosed in the notes to the financial statenient by 24%—from $47.

Any employer that offers a mix of retirec bealth programs should consider funding
the benefils by setting up o trust fund and contributing an amound at least equal to
the annual OPEB cost. The trust assets should inclitde « mix of stocks and bonds.

The return on this investment portfolio would be expected to be al least two percent

. The measurement of program liabilities is inversely related to the interest rate:
thercfore. funding in a diversified portfolio allows the use of a higher interest rate
in valuing the program liabilities. The following table iltustrates how funding can
dramatically reduce the annual expense. balance sheet liabilily, anc the unfiunded
actuarial liability, both initially and over time. As seen in the charl. funding will
reduce the initial annual expense by 19%—/from $5.7 to $4.6 million. Without
Junding. the balance sheet liability grows rapidlyv. while funding prevents a Net

OPEB Obligation from dppedring on the balance sheet. Funding also reduces the

to $35.9 million. More dramatically. funding reduces this liability by 63% in the

2
)

financial statements

Initial
Valuation Year 5 Year 10 Year 15

S Annual OPEB costs on $5,700,000 $7,800,000  $11,400,000  $16,700,000
5 (income statement
s T .
3 Balance sheet liability

0 16,000,0 41,000,000 78,000,000
‘.‘.; (Net OPEB Obligation) d s 00 s 5
£ Untunded Actuarial Accrued : ,
& Liability disclosed in notes to $47,300,000 $64,000,000 $94,000,000 $139,000,000
2 financial statements
o, /nnual OPEB costs on $4,600,000  $4,800,000  $5400,000  $6,400,000
g income statement v o . -
3 Balance sheet liabilit
£ y 0 0 0 0
& (Net OPEB Obligation) $ $ s $
g Unfunded Actuarial Accrued '
2 Liability disclosed in notes to $35,900,000 $37,000,000 $41,000,000 $49,000,000

Note: Privote sector employers attempting to fund their OPEB costs are contronted with significant federal income tax obstacles that do not apply to

public sector employers.

8 - Acn (asultipg's 00




Plan Design Changes

In response to the new accounting standard, two-thirds of survey respondents indicate they are not
considering plan design changes to reduce OPEB costs. The remaining one-third of respondents will
make, or are considering, plan modifications with the following top four plan design changes under
consideration {respondents could choose multiple responses): '

1. Revise eligibility requirements (50%)

2. Increase retiree cost sharing before age 65 (40%)

3. Eliminate coverage for future hires (38%)

4. Change to defined contribution plan (31%)

Top Four Plan Changes Under Consideration

Revise eligibility requirements
Increase retiree cost sharing before age 65

Eliminate coverage for future hires

Change to defined contribution plan

Employers should‘begin exploring potential plan design changes as soon as possible to allow ample

time to implement all plan changes by the GASB complianée deadline and to communicate with and

educate employees. Plan changes' can significantly impact and/or reduce plan costs. For example,

any plan changes that reduce the rate of future medical inflation by just 1% can result in a reduction
" in OPEB liabilities (and total cash flow) of more than 10%.

More importantly, employers must start and continue a dialogue with constituents including
administrators, auditors, collective bargaining negotiators, taxpayers, elecied officials, and any other
parties who could raise concerns about proposed funding and plan changes. Buy-in from these
individuals and/or groups will be critical when implementing GASB-related changes.

Navigating i+
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Aon Consulting Perspective: Communicating Changes in Retiree B

T F R R IR R M e sasescesanaraserisas i et st . ssar ey

As governmendal and other public sector enlifics. such as public school Systems. choose
how to address GASB OPEB requirwm-m.v—_—/bruugh plan design. funding. or bhoth—c
comprebensite connmunication and implomentation strateg)y’ is exsential. A thorough and

inclusive plan will identify critical stakebolders: crafl targeted. appropricie Messages: cind

assist in developing an action plan to belp ensuie wnderstanding and engagement.

Identifying the variety of stakeholders, or audiences, is a key first step in det eloping
a comprehensive plan. Each andience needs to understand bow any changes affect
them. what they need to do or do differently. and 1o whom they can turn with

questions. Audicnces may include:

- Active (-.'HI/)/()_V(’L‘.\‘-—Il'(l(/ili()ll(.l]/_l' long-service employees mday 1ot he aiware of
the market value of their benefils aird may have an expectdation of QEHErous

health care henefils extending indo retiremen!

— FEmployees nearing early retirement—cdepending on the plan design. the group

of employees within five years of early retirement nay he ds young ds age 50

—  Employees about 10 retire—plan design and/or cost changes may influence

retirement timing decisions

— Current retirees and their caregivers—adn important “lesson Jearned” front the
implementation of Medicare Part D Is that information provided lo refirees

should also be shared with 1heir caregivers. if at all pussible

—  Employees and relirees covered by d collective haraaining agreemenl—Io the
extent that plan design aid cost changes mady affect nion employees and
retirees, the communication (o this population needs to be sensitive lo avoid

tinecessary employee- and media-relations issues

Acn Consteititg’s 0 LS8 BT L
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Other cudiences to consider:

Taxpavers and the community—there may be an increased lax burden or

reduced municipal services as a resull of funding requirenienis

Leadersbip from collectively bargained organizations—the level and timing of
communication with union leadersbip depends on their role in the decision
process. A courtesy. in-person briefing ad advance copies of conumiunication

materials will garner a significant amount of good wiil

Trarining and speaker;press support for employees with organizational and:or

Jinancial accountability—such as business or townshipy mancagers, who may need

assistance o educate elected officials. in many cases before plan design or funding
decisions can be approved. If plam featires change as o resudt of the GASE analysis.

these employees will also be i the “front lines™ for employee and retiree phone calls.

Support for elected officials—those who may be called upon to answer

questions in a public forun need additional resovirces

MNovigaring i




What About Medicare Part D Subsidies?
GASB requires public sector employers providing medical benefits to their Medicare-eligible retirees,
who also benefit from Medicare assuming a portion of the prescription drug cost for these retirees, to
separately account for the subsidy payments they receive to cover pharmacy costs. GASB has determined
that future Medicare Part D subsidies cannot be utilized to reduce the actuarial costs and liabilities of
an employer’s GASB obligations. Instead, they will need to be stated separately as they are received.

However, many plan sponsors are considering dedicating any federal subsidies they receive to a trust
fund to meet OPEB obligations and, therefore, treat these amounts as employer contributions towards
funding plan benefits. Using these subsidies to create a funding discipline is a good thing, since it will
force the establishment of policies and practices to ensure proper stewardship of the trust monies, no
matter how insignificant they are.

General_ OPEB Confusion

Retiree benefits, particularly medical, are extremely valuable to public sector employees. Often, these
benefits are “attractors” when public sector employers compete to hire the most talented employees.
However, the cost of offering these programs has increased significantly over the years. GASB's new
accounting standards have been developed to help public sector employers evaluate the affordability
of these benetits and to help manage related costs.

Many government employers have not yet addressed how the GASB standard will affect their plans.
Sixteen percent of respondents have not started a baseline valuation and another 37% have not
finished; 63% do not know if they would change benefit funding; and about 66% do not plan to make
any benefit changes.

The work done by public sector employers over the next few months is crucial, so the three-step

process outlined in this report should begin as soon as possible. If necessary, employers should
seek assistance now. Preparedness is vital to addressing and meeting GASB compliance requirements.




Aon Consulting’s
2007 GASB OPEB Survey:
Survey Results

1. What current OPEB plans do you offer retirees? (Select all that apply.)

Dental 49.0%
Ufemnswance 290%
Medical . B40%
Prescription Drug . 57.0%
ViSON 33.0%
Other (please specify) 9.0%

2. Has your organization completed an initial baseline actuarial valuation to measure the size of the

Annual Required Contribution and Actuarial Accrued Liability?

Notstarted yel 15.6%
P OeSS ee 36.7%
Already completed 47.7%

3. Other than completing an initial baseline actuarial valuation, have you created a formal plan for

the implementation and ongoing management of your OPEB obligations?

O e 21.3%
N e e 33.0%
In process 45.7%

4. If you answered no to Question 3, do you intend to create a formal plan?

Navigating (0 CANROPES Stondards




5. Ifyou answered “In process” or "Already completed,” to Question 2, what is the next step your

organization will take in managing your OPEB liabilities? (Select all that apply.)

Begin discussions with management to consider range

of alternatives 67.4%
Consider adoping ahtenatives for funding the benefits _____ 51.1%
Consider changing the plan’s benefitdesign 43.5%
Consider Medicare Part D subsidy alternatives 20.7%
Nothing considered at this point 10.8%

Full funding (i.e., cash is set aside to completely fund
medical benefits earned today, even though they will
not be paid to retirees until the future) 20.0%

8. As a result of the new GASB accounting standards, are you considering changes to the way you

fund retiree medical benefits to reduce your OPEB costs?

9. If you answered yes to Question 8, what changes in retiree medical funding are you considering
or adopting?

14 Fee Shnprelifug s DU ST



10. If the plan/benefits are to be funded, are you adopting or considering a funding vehicle

(see Question i1 for funding vehicles)?

11. If you answered yes to Question 10, what funding vehicle(s) are you adopting or considering?

(Select all that apply.)

Health reimbursement accounts (HRAS) ... 38.5%
Leave conversion plan ... 11.5%
Section 115 (governmental) integral part trust | 34.6%
Section 125 plan . 19.2%
Section 401(h) qualified medical account (from

a pension plan) 7.7%
Voluntary Employee Benefit Association (VEBA)

trust fund 38.5%
Other (please specify)y 7.7%

Revenue increases through other means (tax increases,
change in assessment structure, use of endowment
funds, special capital campaign, etc.) ’ 21.9%

13. 1f you are considering funding of your OPEB liabilities, what alternatives do you intend to consider

to manage the assets?

No change, already manage OPEB assets ... 3.6%
Create a trust board to manage trustassets ool 21.4%
Hire a discretionary manager to manage trustassets 28:6%
Use our current pension board to manage trust assets 14.3%

15
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14. If you already manage OPEB assets, how are they currently managed?

Pension board e
Discretionary manager . 21 .4_?";
In:house similar to pension/other trust funds 21.4%
In-house similar to operating funds 50.1%

15. In response to the new GASB accounting standards, are you considering/have you adopted any

revisions to the benefits currently being offered under the plan to reduce your OPEB costs?

oS 33.7%
N 66.3%
16. If you answered yes to Question 15, what benefit revisions are you considering, or have you
adopted, to reduce your OPEB costs? (Select all that apply.)
Change the plan 1o a defined conuributionplan___—_—_—__ 31.3%
Change the plan to a defined benefit pensionplan 0.0%
Eliminate benefits for current active employees: pre-age 65 9.4%
Eliminate benefits for current active employees: post-age 65 9.4%
Eliminate benefits for current retirees: pre-age 65 3.1%
Eliminate benefits for current retirees: post-age 65 94%
implement defined dollar employer contributions 28.1%
E"m'"ate coverage forfuture hires ... 37.5%
Implement employer subsidy cap . 28.1%
Increase retiree cost sharing: pre-age 65 40.0%
Increase retiree cost sharing: postage 65 . 28.1%
Introduce Medicare coordination of benefits 21.9%
Reduce benefits . 21.9%
Revise eligibility for benefits (age and/or service requirements) 50.0%
other 9.4%
17. Do you offer retiree prescription drug coverage?

16 | don wneedha s o000




18. Are the prescription drug benefits provided under your retiree medical plan at least actuarially

equivalent to Medicare Part D drug coverage?

19. Have you determined your approach for addressing Medicare Part D subsidies, available to you for

providing prescription drug coverage, under your retiree medical plan? .

Yes: Contract with a Medicare Part D plan to provide drug
coverage and indirectly receive the Medicare retiree drug
subsidy through lower premiums for the drug coverage 9.9%

Yes: Encourage retirees 1o stay in our program to collect the

Medicare retiree drug subsidy 32.4%
Yes: Wrap our program’s drug coverage around a Medicare
Part D plan to reduce our program’s cost 4.2%
No: We have not yet determined an approach _______ 46.5%
Other 7.0%

20. GASB has recently decided that expected future Part D subsidies cannot reduce the size of the future
OPEB obligation for retiree drugs. Instead, they must be treated as plan contributions or employer
income in the year they are received. How will this recent GASB decision change your current

approach for addressing Medicare Part D as you described in the answer to Question 29?

I will change my approach to: Contract with a Medicare Part D
plan to provide drug coverage and indirectly receive the
Medicare retiree drug subsidy through lower premiums L
for the drug coverage ' . 2.7%

| will change my approach to: Encourage retirees to stay in

our program to collect the Medicare retiree drug subsidy 1.4%
No change .. . 41.1%
Don’t Know: we are currently studying the issue 39.7%

Don’t Know: we were unaware of GASB’s treatment of the
retiree drug subsidy . . 15.1%

Novigotiog e (000 00




MEMORANDUM

DATE: November 19, 2007
TO: ‘ Management and Fiscal Policy Committee
FROM: Thomas Lowman, Bolton Partners, Inc. T/,/

SUBJECT: Comments on the Multi-Agency OPEB Work Group Report

This memo is an update to our prior memos dated November 20, 2006, March 9, 2007 and June
20, 2007. We have focused on changes and progress made since the MFP Committee meeting in
June and comments provided in the November 12, 2007 memo from the Multi-Agency OPEB
Work Group.

Below are our comments divided into the five key areas requested by the Council:

1. Status of the Agencies' OPEB trusts

2. Status of the Agencies' communications plans

3. Status of review of options for limiting liability

4. Schedule for future actuarial valuations

5. Lessons to date from the experience of other jurisdictions.

1. Status of Agencies’ OPEB trusts

At this point in time, three agencies have established trusts. The County has completed drafting
legislation for its trust and the College is planning to set up a trust by January.

One trust related issue that came up in discussion with the agencies was whether the trusts
_contained reversion language. Apparently all do (or in the case of the College, plan to) except
for the School Board. We understand that the School Board may make a change to provide for a
reversion, which we would encourage. :

The November 12™ memo also discussed the issue of the State’s “maintenance of effort” (MOE)
requirement. We have a general understanding that maintenance of effort relates to requiring a
continued level of financial support by the County to MCPS and the College. We understand
why additional OPEB funding (which provides no immediate benefit to students) would be an
issue. We have seen a letter and emails on this topic that lead us to conclude that it is not clear
how OPEB funding (and potential reversions) are factored into MOE requirements. It will take
time to sort this out.

2. Status of Agencies’ communications plans

This continues to move forward and is discussed on page 3 of the November 12" memo. As was
pointed out in our prior memo, this will continue to be an area requiring a delicate balance as the
agencies continue to provide reader-friendly types of materials to employees while preserving
the right to make benefit changes.

@
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3. Status of review of options for limiting liability

This was probably one of the two most interesting parts of the November 12" memo from the
Multi-Agency OPEB Work Group. In the clearest way we have seen (starting on the middle of
page 4) the memo makes the point about how the County and M-NCPPC are limited from
sharing details of discussions due to collective bargaining rules. It is not clear how constrained
MCPS is but they seem to try and follow the same collaborative style. The College seems to
have fewer such constraints.

The Council might consider the following possibilities:

* Provide guidance on what the County can afford and ask the agencies to design plans
" around those fiscal constraints.

¢ Provide a common plan design and suggest that all agencies and unions work toward this
design. This “common” design might be different for existing employees vs. new hires.

If this approach was taken, the Council might wish to get fiscal impact information from

the agencies’ actuaries.
4. Projected schedule for future actuarial valuations

We understand that the June 30, 2007 valuations (FY09 expense) will be done soon. This is an
ideal timing situation. We understand that one of the smaller agencies may “roll forward” the
FYO08 expense to FY09. We find this to be acceptable. The County Agencies are generally
ahead of other counties in terms of determining FY09 expense. Many counties are still deciding
on plan changes, FY08 tunding levels and discount rates (used to determine the expense/ARC).
Such changes could impact FY08 numbers as well as FY09 expenses. '

5. Lessons to date from the experience of other jurisdictions

The November 12, 2007 memo contains a lot of information on this topic. Clearly the County
has allocated resources to collect the type of survey information that the Council has requested.
Sorting through the meaning is difficult and we would suggest that more weight be given to
employer specific data than general survey data. ‘General survey data might be misread since
many employers nationally have either no benefits or very small benefits. It is also easy for there
to be confusion between what a question meant and what someone was responding to.

Overall, the data tells us the tollowing:

o The County has one of the larger expenses and liabilities. ,

o The large Montgomery County values are a function of the benefits provided and the
ratio of retirees/employees. The County’s high ratio of liabilities per capita (based on
population) is interesting. ' '

o There is a mixture of public sector employers that have, as a result of GASB45, (1) made
changes, (2) are considering changes and (3) are not planning on making changes.

2
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The momentum among Maryland area governments with significant liabilities seems to be
toward making benefit changes to reduce liabilities. Baltimore, Carroll and St. Mary’s County
have decided to charge retirees a greater share of the health care premium. Howard and Anne
Arundel are actively studying options to reduce their liability. We expect these two counties will
make changes but we do not know how significant they will be.

We think this information is useful when looking at the options to limit liability in Section 3
above. If benefits are to be changed, they should still be competitive. Measurements of
competitiveness can be done by comparing the benefit provisions. It may also be possible to
measure competitiveness by looking at the ratio of Normal Cost (value of benefits being earned)
to number of employees. One problem with defining a competitive benefit is that not every local
government has decided on what changes (if any) need to be made. What is competitive today
may be generous in two years. '

Bolton Partners, Inc.



Retirees' Costs Worry Officials
- Jurisdictions Must Set Aside Health Funds
By Kirstin Downey

Washington Post Staff Writer
Monday, October 29,2007; BO1

" There's a big bill in the mail for many state and local governments including several in the Washington
area, as accounting regulations imposed this year begin requiring them to calcu] ate the future cost of
retiree health insurance and set aside’ money to pay for it.

Arlington County, for example, is facing a $783 million blll, almost as much as its $888.5 million annual
budget. Fairfax County owes $469 million. Alexandria officials were scheduled to discuss it at a retreat
on Saturday; last year, they estlmated it at $121 million, or about a quarter of the city's annual budget.

Montgomery County's $2.6 billion b111 is the highest in the region. The state of Maryland is facmg an
estimated $20 billion price tag; the bill for the District is $509 million. The total cost nationwide may be
more than $1 trillion. State and local employees make up 12 percent of the U S. workforce.

The bills are not real demands for payment. Arlington County Manager Ron Carlee said the $783 million
charge is an "actuarial liability," or the total present value of future retiree health benefits. The amount a
jurisdiction really pays will depend on how much inflation rises, how well investments perform and what
kinds of benefits are offered and to whom. Nevertheless, he said, the rule is making communities reveal
how much they are spending to deal with the problem.

The financial reporting requirement, imposed by an independent group called the Governmental
Accounting Standards Board, will put an additional squeeze on governments already feeling financial
pressure because of the slumping real estate market. It could also hurt the credit ratings of governments
that don't start cutting benefits and squirreling money away into special trust funds.

Most state and local governments are just beginning to calculate the extent of their unfunded liability for
retiree health-care costs and lack plans to manage the expense, according to a new report by the U.S.
Government Accountability Office. "The cost of providing health care benefits for public sector retirees
will more than double as a share of salaries," according to the report, which added that "state and local
governments may find it difficult to ma1nta1n current benefit levels." »

Arlington officials said they are taking the issue seriously, including settlng aside $11 million in a trust
fund to start saving for the expense, finding ways to reduce health benefits to cut costs, studying
employee compensation and setting up some of the same kinds of cost containment measures that private
compames have been using for the past decade. :

"It is a crisis," sa1d Mark Schwartz, director of the county s department of management and finance. "It’ s
such a large number that everywhere I go, I talk about this." :

At a recent Arlington County Board meeting, Carlee called it the top problem facing the government. He
raised the issue as he defended the county's efforts to restrain health-care costs amid criticism from angry
county firefighters who complalned at the meetmg about new restrictions on their access to care. '

For decades, most local and state govemments have pald health 1 1nsurance bills as they came due, without
needing to account for the likely future expense they were 1ncurr1ng

The tab has increased in recent years because health-care costs have soared and the population is aging'
-Local government workers typlcally receive health insurance after they retire, a practice now uncommion

in the private sector.



The cost is particularly high because public safety workers, including police and firefighters, retire at
younger ages than other workers and need to receive health insurance for a longer period before they
become eligible for Medicare, the government health insurance program for people 65 and older. In
Alexandria, for example, half of the city workforce is employed in public safety jobs, but the city has held
down costs by giving retirees only a flat amount annually toward their health insurance.

In 2004, the Governmental Accounting Standards Board, a little-known but influential nonprofit
organization formed in 1984 to promote good fiscal management in the public sector, ruled that state and
local governments had to calculate how much they will owe for retiree health care over the next 30 years,
because that expense has an important effect on the government's financial position.

"Health care is a vefy expensive promise to provide, and the cost grows rapidly over time," said Dean
Mead, research director for the Norwalk, Conn.-based group. "If you want to have a complete and
accurate picture of a government's financial health, you can't ignore a big obligation like that.”

The so-called GASB Rule 45 went into effect just this year for jurisdictions with more than $100 million
a year in annual revenue. However, municipalities were given three years to adjust. Mead said GASB
officials are aware it is causing a seismic shift in government accounting standards and could cause
significant belt-tightening on retiree health benefits.

"The obligation is quite large in some cases," Mead said. "It's not a minor issue. It's not chicken feed.”

Montgomery County's estimated health-care liability is high compared with other jurisdictions, but
officials said it included not just the county and the public schools, as in the other communities, but also
Montgomery College and the county's portion of the Maryland-National Capital Park and Planning
Commission. '

Arlington's obligation is higher than other Northern Virginia jurisdictions, Carlee sa1d because the county
offers "a more generous retiree benefit" than others.

"Some of us are very generous in trying to maintain a continuity of health care and some don't do a thlng,
he said.

J. Walter Tejada, vice chairman of the Arlington board and a candidate for a board seat, said residents
should not be worried about whether the county will be able to pay and said officials are planning how to
handle the situation.

"We have a track record of paying our bills," he said.

Though governments have agreed to follow GASB's standards when preparing their financial statements,
some governments have rebelled at adding the big number to their financial statement calculations. In
Texas, legislators angry over the rules said governments didn't need to follow them. Connecticut created
an alternative rule-making organization.

But bond-ratings agencies such as Moody's Investors Service, Fitch Ratings and Standard & Poor's have
made it clear they expect local and state governments to take some action to show they have
acknowledged the full liability and are trying to make sure their budgets are balanced. San Diego, for
example, has eliminated health benefits for some city employees; North Carolina now requires new state
employees to work for the state for 20 years instead of five years to receive health benefits in retirement.

Fairfax County has put aside $48.2 million toward its retirement health benefits, said Robert L. Mears, the
county's director of finance.

"We've been way out ahead on this issue for years and carefully setting aside funding," he said. "We're
comfortable in this first year of implementation."
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New Health Plans Are Worth a Look

By Stephen Barr
Monday, November 12, 2007; D01

The annual open-enrollment season for federal employees and retirees begins today, and that
means it's homework time for workers interested in holding down their health insurance costs.

The 2008 open season may be one of the most complex ever, in part because more national plans
and local health maintenance organizations are offering the newest types of health insurance --
some with higher deductibles and others that allow consumers to decide how their dollars are
spent.

The "consumer-driven" and "high-deductiblé" plans offer many erﬁployees substantial savings
over the traditional insurance plans, said policy analyst Walton Francis, who tracks premium and
benefit changes in the Federal Employees Health Benefits Program.

"These plans are among the biggest bargains,” Francis said. "I admit they are a bit complicated to
understand but not beyond the capacity of the smart and well-educated federal workforce."

According to the Office of Personnel Management, which administers the federal employee
insurance program, less than 1 percent of the program's 4 million enrollees have signed up for
consumer-driven and high-deductible plans since they were first offered four years ago.

Such plans let subscribers make tax-free contributions to health savings accounts or health
reimbursement arrangements. The money can be withdrawn, tax-free, for qualified medical
expenses. The savings accounts are in the enrollees' name and portable; the reimbursement
accounts are held in the plan's name and available only while employees are enrolled in the plan.

The accounts are financed by premiums paid to the plan. During the year, enrollees use the
accounts to pay for health care, including costs that the plan does not cover. As a general rule,
annual physicals and other preventive care do not count against the spending accounts.

If an enrollee uses up the money in the account, he or she faces a high deductible -- ranging from
$1,100 for individuals to $2,200 for families -- before traditional insurance coverage kicks in.

The plans differ in their details, and OPM ofﬁcxals recommend that employees read company
brochures carefully.

~ Studying the details may be worth the time and effort for federal employees looking for savings
in premiums and out-of-pocket expenses. The consumer-driven and high-deductible plans garner
high ratings in this year's edition of the Consumers' Checkbook Guide to Health Plans for
Federal Employees, which is to be released today. [Read more about Consumers' Checkbook
findings for 2008]

For civil service employees under age 55, Checkbook gives high marks to these national plans,
which are open to all: the American Postal Workers Union consumer-driven plan, the Mail
Handlers high-deductible plan, the Government Employees Health Association high-deductible
plan and the Blue Cross basic option.

Checkbook gives high ratings to the Aetna HealthFund consumer-driven plan, Aetna's high-
~ deductible plan and the Kaiser standard option, among HMOs in the Washington area.

For government retirees who are enrolled in Medicare Part A or B, Checkbook recommends the
same lineup of plans and adds the GEHA standard option and the Coventry high-deductible plan
available in-Maryland. '




Checkbook also points out key changes such as new plans. One of them, the Mail Handlers
Value Option, calls itself the lowest-priced plan in the program next year.

This year's is the 29th edition of the Checkbook guide, which dozens of federal agencies offer

free online to their employees. Francis is the chief researcher and writer for the guide, sponsored

by the nonprofit group that publishes Washington Consumers' Checkbook magazine.

The guide offers cost-comparison tables for civil service employees, postal workers and retirees.
The ratings estimate how much an enrollee is likely to pay for premiums and out-of-pocket
medical expenses, and the tables cover routine expenses and catastrophically large bills.

As the guide makes clear, the program's plans vary widely when measured by premiums,
deductibles and co-payments. In addition to taking stock of what plans cost, enrollees also need
to determine which type of plan (fee-for-service, HMO, consumer driven) seems likely to meet
their needs and which plans allow them access to their favorite doctors in their preferred provider
network.

OPM officials say that relatively few federal employees and retirees switch plans each year, and
the majority of enrollees have opted for a well-established brand name, Blue Cross and Blue
Shield. Blue Cross standard option, which is especially popular with retirees, and Blue Cross
basic, which only covers in-network services and providers, have attracted nearly six in 10 of the
program's enrollees.

"It is not irrational to stick with the tried and true and familiar," Francis said. "But that decision
comes at a not insignificant dollar price."

Stephen Barr's e-mail address isbarrs@washpost.com.
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Commitment Montgomery County is
committed to providing a comprehensive
benefits program for its employees — both
during their active work years and in

retirement. It is also committed to setting aside

funds now to pay those benefits in the future.

Accountability A change in governmental
accounting rules now requires the County to
report how much it will cost each year to
provide not just pension payments, but also
health, life insurance, and other benefits in
retirement for eligible employees. In addition
to reporting the amount of the liability, the
County is creating a Trust fund to set aside the
money to pay those costs.

Challenges The County operates with
significant competition for limited resources
and must balance the budget needs of our
growing community with our commitment to
provide comprehensive benefits to both our
active employees and retirees. While we

cannot guarantee there will never be changes to
. our benefits offering, we can promise an

honest and transparent dialogue and
partnership with our employees and retirees to
identify solutions to meet the budget
challenges we are sure to face.
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County employees are compensated in a variety of ways in exchange for
their services. In addition to a salary, employees may become eligible for
retirement and other benefits such as health care and life coverage. Right
now, monies are set aside and invested in a special retirement fund to be

http://www.montgomerycountymd. gov/mcgﬁnpl.asp?url=/content/ﬁnance/opeb.asp
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available to pay those pension payments to retirees. However, the monies
for “other post employment benefits” (OPEB) have not been set aside —
they are paid out of each year’s budget.

Due to changes in governmental accounting requirements, the County has
taken the first step towards reporting those OPEB needs — the County has
estimated those OPEB costs, and has reported the outstanding liability in
its financial report.

Beginning in this budget year (Fiscal Year 2008), the County is setting
aside monies in a trust fund that will be administered by a Board of
Trustees, similar to the Pension Trust, who will construct a prudent
investment program to ensure that there are enough funds available to pay
future post retirement benefits. These are the same steps that were taken
years ago regarding pension costs.

Contents

The materials contained on these web pages are primarily the results of a
Multi-Agency OPEB Work Group that has been meeting over the past four
years on this topic, as well as the public record on this topic in the form of
Council review packets on this and related subjects.

The OPEB Work Group has worked collaboratively to update actuarial
valuations, which include amounts consistent with the five-year phase-in
approach, described below, in the respective agency budgets, and to
establish OPEB Trusts.

The Challenges Ahead

During the Fiscal Year 2008 budget process, the County Executive
recommended, and the County Council approved, a resolution calling for a
five-year phase-in to the full annual pre-funding level required to fund our
OPEB obligations. The FY08 budget amounts approved by the County
Council will be used to set aside funds to support current benefit levels.
The out year or future costs are reflected in our fiscal planning documents.
As the County faces the inevitable budget pressures in future years, our
challenge will be to stick to our current funding plan.

An additional challenge comes with regards to any future promises made to
retirees. With the future costs of current benefit levels fully disclosed in
our financial statements, and an expectation that these benefits be funded,
our challenges will be to carefully evaluate and plan for the cost impacts of
any future benefit changes. The OPEB work contained herein has provided
us with the tools that will allow us to fully analyze and consider any future
cost implications.
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